<Abstract> This paper examines the role of development assistance in economic growth with the case study of Botswana, a country often cited as a success story in Africa.
Introduction
This paper examines the relationship between development assistance and economic growth through the case study of economic development in Botswana. In the literature of economics, the major view is that effectiveness of foreign aid for economic growth is limited. Primary examples of such conclusions may be found in Boon (1996) who analyzed cross-country data and found no statistically significant relation between development assistance and investment. Instead, his study revealed the existence of a one-on-one relationship between assistance and consumption. In other words, he claimed that assistance through investment has not lead to economic growth, but has only led to consumption in the developing countries. Burnside and Dollar (2000) presented evidence against this argument. They showed that when the cross-term of policy variable and assistance was included as an explanatory variable for the regression equation, with the growth rate as dependent variable, its coefficient was significantly positive. They argued thus that in a country where good policy has been adopted, foreign aid has a positive impact on growth. Using an extended estimation period, Easterly, Levin, and Roodman (2004) showed that findings of Burnside and Dollar were not statistically robust, casting doubt again on aid effectiveness. Further, Rajan and Subramanian (2005) , who used cross-country data and employed more sophisticated statistical techniques, found that assistance has no statistically significant effect on economic growth. 1 Summing up, the evidence of the latest economic research is tilting toward the conclusion that "foreign aid has no effect on economic growth." However, it is still too early to make any conclusive argument based on these findings. Results of Boon (1995) and Rajana and Subramanian (2005) , for example, are marred by small samples used in their econometric analyses. As Rodrik rightly stated, it is more realistic to discuss under what circumstances aid actually works, instead of whether aid works or not 2 Therefore, any further discussions on this issue call for accumulation of a wide range of case studies, as well as statistical analyses. This paper focuses on Botswana as a case study of aid effectiveness. The reason is that the country is lauded as one of the few "successful examples" in Sub-Saharan Africa that have overcome heavy dependence on foreign aid and achieved sustained economic development after "political independence" (Ohno 2006, p.201 Acemoglu et al. (2003) did not make any reference to foreign aid in their paper.
They did not recognize that assistance has played a significant role in Botswana's economic development. Instead, they pointed out that "good policy" has been implemented. Although there are instances of corruption in Botswana, its bureaucracy as a whole is based on meritocracy, which is plagued by relatively little corruption. It has sound macroeconomic policies, and there are investments in infrastructure development, health and education.
They cited three fundamental factors for good policies and institutions. First, colonial policy in Botswana was limited in scope, thus allowing continuity of the country's political system and political leaders, which had a broad base of support.
Second, political leaders were bound by effective constraints: a tradition of rule through kgotla, or meeting, has assured their accountability. Third, the leadership as an agent was an important factor, namely the first President Seretse Khama and Vice President Quette Masire. Seretse in particular performed a substantial role in negotiations for independence, for mining policy and for policies to ensure political stability. Acemoglu et al. (2003) made a comparison of Botswana and Lesotho as part of a rationale supporting their argument. While the two countries have the same cultural traits and were under a similar institutional system of rule in pre-colonial days, the wars in the 19th century and subsequent colonial policy had different impacts on them.
In Lesotho, the powers of tribal chiefs were strengthened, allowing powerful chiefs, who have fewer constraints to the exercise of their powers, to emerge. This has formed constituencies with strong vested interests, and has led to unstable politics.
In sum, Acemoglu et al. (2003) argued that Botswana's economic development is attributable to the three factors: limited impact of colonial rule; tradition of democracy; and existence of good agents.
(2) Stiglitz (2002) Stiglitz (2002) viewed that Botswana's success was supported by diamonds and that a large difference with the Democratic Republic of Congo, Nigeria and Sierra Leone is that whereas in these countries wealth generated from mineral resources has aggravated corruption and created a privileged elite class, Botswana has been able to maintain political consensus by resorting to the consciousness of a broader national unity (Stiglitz 2002, p. 37) . Stiglitz (2002) also pointed out that the Botswanan government responded wisely to the assistance and advice provided by developed countries and multilateral development agencies. He noted that the highest-level of the government was very careful in selecting various external advisors from official agencies and private foundations such as the Ford Foundation. He then described the role that a competent and devoted lawyer sent by the World Bank played in the re-negotiation of the contract with De Beers, a diamond mining and sales company.
In sum, like Acemoglu et al. (2003) , Stiglitz (2002) pointed out that political stability has enabled economic development fueled by diamond mining and cited, as one of the significant factors, the government's appropriate use of the foreign aid and advice offered by industrial countries.
(3) Maipose et al. (1997) One study that found a positive role of foreign aid of economic development in Botswana is Maipose et al. (1997) . They asserted that its economic growth was driven by large-scale investment in the mining projects, and that while such projects were funded by capital in the private sector, development assistance provided infrastructure required for these projects.
They also pointed out that Botswana effectively used aid, and cited as its reason the fact that in Botswana, assistance was centrally managed by the Ministry of Finance and Development Planning (MFDP) and was also integrated in its national development plan and budgetary process (Maipose et al. 1997, p. 16 ).
Other features cited by them that led to effective use of assistance include: that the government gave higher priority to grants than loans; that it diversified donors by receiving assistance from China and Russia as well; and that it declined unnecessary aid.
Summing up, Maipose et al. (1997) concluded that while high economic growth was attributable to mine development, assistance was important as it put in place infrastructure for it, and that the government's institutional regime and its appropriate judgment made effective assistance possible. On this point, Maipose et al. (1997) take the same view as Stiglitz's.
(4) Good (1994) In contrast to the three studies above that gave high marks to Botswana, Good (1994) is an interesting paper in that it cast doubt on whether Botswana really had exceptional "good governance" among African countries. According to Good, the government of Botswana was sound and respectable before 1980, but had no longer been so in recent years. As evidence, he referred to emergence of large-scale corruption since 1992.
A case in point is the National Development Bank, which was established to contribute to economic development in Botswana. As of March, 1993, one third of its outstanding loans were more than six months in arrears, and the country's leaders were allegedly involved in these debts (Good 1994, p. 509) . Leaders in Botswana usually double as board directors of private firms, and there is a possibility that they utilized state-owned financial institutions as their personal possessions.
Furthermore, corruption involving Botswana Housing Corporation came to light in 1992, which developed into a major scandal when there was revelation that the then vice president was involved in it. He asserted that as other heavyweight politicians and high-ranking officials were also involved, this scandal has dealt a significant blow to the credibility of politics. 4 Having said that, Good (1994) stated that corruption has yet to become prevalent among the majority of citizens and government institutions. He appears to recognize that Botswana's governance is "better" than those of other developing countries in Africa and other regions.
At this point it is worth summarizing the issues raised by the existing literature cited above. The first is whether foreign aid played a significant role in the economic growth of Botswana. While Acemoglu et al. (2003) made no mention of assistance and its contribution, Maipose et al. (1997) made a positive assessment of assistance. Thus, we have to examine which view is valid.
The second issue raised is how Botswana's governance affected its economic growth. While Good (1994) revealed that there existed corruption even in Botswana, Stiglitz (2002) and Acemoglu et al. (2003) argued that good governance enabled Botswana's economic growth. There is the need to examine what aspects of the country's governance had beneficial effects and how they were linked to effective use of their mineral resources and foreign aid.
Analysis with Case Study

Effectiveness of Assistance
When it gained independence in 1966, Botswana was one of the world's poorest countries, and depended on U.K. assistance for most of the government current expenditure and total development expenditure (Maipose et al. 1997, p.16 ). The volume of assistance peaked in the 1980s at US$240 million. This was equivalent to US$200 per capita, thus making Botswana one of the countries that received the highest amount of assistance per capita in the world (Maipose et al. 1997, p.19) . 1960 1963 1966 1969 1972 1975 1978 1981 1984 1987 1990 1993 1996 1999 Although the largest per capita figures differ between Maipose et al. (1997) and our data, the fact is that Botswana received a substantial amount of aid relative to its economic and fiscal scale at the time of independence.
The question then is to what extent assistance was important for growth in
Botswana where growth has been allegedly attributable to diamond mining. Table 1, which was prepared by the data from Table 8 .1 of Happy et al. (2005) , indicates that assistance accounted for nearly 12% of the total government revenue as of 1979, more than a decade after independence. In the meantime, the share of revenue from diamonds and other minerals accounted for close to 33% in 1979, increased gradually over the following years, and reached more than 50% in the second half of the 1980s and beyond.
In other words, whereas aid was an important source of income for the government at the time of independence, revenue from diamond mining far exceeded aid around 10 years after independence and thereafter, and the relative importance of aid has become smaller since then. Diamond deposits were discovered in Orapa, Botswana in 1968, and diamond production started in 1971. The revenue from diamond mining started to flow into the national coffers in 1972 (Parson et al. 1995, p. 295) . It was confirmed later that this Orapa deposit is one of the largest in the world.
Further, the start of operations at the new Jwaneng mine in 1982 doubled diamond production. As earnings from diamond mining increased, the share of assistance in the total revenue decreased, and it fell to around 3% in the second half of the 1980s. In short, the role of assistance declined over the two decades after independence. Then did assistance to Botswana only play the role of "bridge" until diamond production generated fiscal revenue? The first president, Seretse Khama, reportedly In other words, foreign aid had not been used as a bridge for the period until mineral resources, among others diamond, started generating revenues. Rather, it was used as investment funds for developing mineral resource development that would generate new fiscal revenue.
In sum, at the beginning of independence, development assistance was very important for Botswana because the government then had no other revenue source. In the 20 years which passed after independence, its importance declined as there were growing fiscal revenues from diamonds and other mineral resources. However, it was development assistance that enabled the country to increase revenues from mineral resources by laying down infrastructure for mineral resource development. In this sense, it can be said that aid was effectively used as investment funds, enabling subsequent economic growth centered on diamonds.
Rapid Accumulation of Public Assets: Human Capital and Economic Infrastructure
Development assistance and expenditure for development in Botswana have been used for education and economic infrastructure development, mainly road construction.
As a result, Botswana has accumulated public assets, primarily as human capital and economic infrastructure, in a relatively short period.
[ Table 2 ] Table 2 represents the sector-wise composition of current budget and development expenditures. As pointed out in Chapter 5 of Happy et al. (2005) , at the beginning of independence, there were only three secondary schools in Botswana (which is a sharp contrast to more than 300 today). It is thus clear [from Table 2 ] that initially current expenditure and a significant proportion of development expenditure went to education, and economic infrastructure, including power, water supply and roads, accounted for a predominant share of development expenditure items. By contrast, agricultural subsidies only accounted for 10% of the current budget expenditure in 1980. This finding may be interpreted as the failure of Botswana to effectively adopt a strong agricultural protection strategy because of close relations between the Botswanan and South African economies.
Assistance, Ownership and Governance
However, it is undeniable that other diamond-producing countries in Africa such as Sierra Leone and Angola have not used assistance as effectively as Botswana did for developing resources and achieving growth. What were the factors that made the difference between Botswana and these other countries equally well-endowed with natural resources, including diamonds? Is it good policy or good governance, as argued by Acemoglu and Stiglitz? Yet corruption does exist in Botswana as well (Good (1994) ).
What factor in "good governance" has made Botswana uniquely different from other countries?
First, the most important point is that revenues from diamonds and other mineral resources did not end up in the pockets of specific individuals or tribal groups. They went to the government's coffers. In other countries, certain groups took possession of these revenues, and different groups fought over these rights, resulting in political instability.
What event has brought earnings generated by mineral resources into the national revenue? When diamond deposits were discovered in Orapa, the first president Seretse persuaded the tribe owning the land in the Bangwato district where
Orapa is located to hand over the interests of the mine to the state. As the president came from that tribe, if he had favored the interests of his tribe ahead of those of the state, the revenue from diamond development would have ended up in his tribe rather than in the national coffers. If that had happened, the prosperity of Botswana of today would not exist. The action of Seretse has set an example for the subsequent national ownership of all the interests of mineral mines. This has laid down the way for linking the country's rich natural resources to eventual economic growth. While Seretse's character may be a factor, what is important was the formation of an intention to give priority to state before tribes among the elite at that time.
There is a caveat, however. "Good governance" usually includes enforcement of protection of property rights. The transfer of the ownership of a diamond mine in
Botswana is an action contrary to protecting property rights, in the sense that its ownership was transferred to the state even though the land was owned by one tribe.
Second, as mentioned above, also important was the fact that development assistance was used for providing the infrastructure that served to develop mineral resources. This has enabled aid to be integrated in the growth mechanism harnessing natural resources. The important point is that the government developed a "Development Plan," which included a "respectable" project required for national development; succeeded in acquiring funding as aid for its realization from industrial countries; and brought it to completion. At the time of independence, the country had only about 200 college graduates, with not a few important government positions being held by foreign experts. Given this situation, it can be said that the government was highly able to make good use of the employed foreigners and realize the national development strategy. Among abilities of "governance" in developing countries, the ability to develop a "development plan" and to realize that plan is considered an important factor.
The scope of the development plan was also appropriate. Given Botswana's economic relations with South Africa, a protectionist policy was impossible for the country. It was for this reason that Botswana did not take an import substitution strategy, and therefore almost no investments for that purpose. As its capital
Gaborone is located close to the border with South Africa, the network from the port to the capital had already been developed. Therefore, one government priority in development expenditure was to complete the domestic transport network; in other words, road construction. Apart from that, development expenditure aimed to improve service and standards in such area as basic service as electric power and water supply.
The "Development Plan" was implemented with strong ownership of the Botswanan government rather than aid providers. It has never turned to the World Bank or the International Monetary Fund (IMF) for structural adjustment loans.
Nonetheless, it has adopted on its own a relatively liberal economic policy (Chapter 1, Happy et al (2005) ). In addition, as democracy has taken root from early years, this has also been linked to high economic growth.
Conclusion
This paper examined the effect of development assistance on economic growth by using Botswana, often hailed as a success story in Africa, as the case study. Our answers to the two major questions: "Was aid effective for economic growth?" and "Did good governance enable effective use of natural resources and thereby economic growth?" are both "Yes."
However, it is important to point out that even if "aid was effective," assistance decreased gradually and its importance diminished, and that aid was provided under Botswana's strong ownership. It should also not be forgotten that aid alone would not produce growth in Botswana; growth was made possible because of its endowment with natural resources (diamonds). In this sense, cross-country regression analysis of the effectiveness of development assistance could well result in different results. The reasons are: statistical values and their significance levels could vary depending on countries and years; aid alone as explanatory variable will not adequately show its effectiveness; and the nature of aid also differs from one case to another; for example, whether it is investment in human and physical capital under the strong ownership of the host country or simple subsidies.
Finally, the "good governance" that has made possible economic growth in Botswana differs from its normal sense of the word in that the government requested the tribe with the rightful claim on property rights pertaining to the diamond mine to transfer its rights to the state. Furthermore, among various concepts of "governance,"
planning and implementing the "development plan" are considered important factors.
This suggests redefining what is meant by "good governance" in empirical studies on the relationship between "good governance" and "economic growth" in development economics.
